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Selection of Ratios for the Study
Ratios used by more than one study were selected for
the present analysis.
The ratios used in more than one study can be seen
from annexure 4.A. In addition 6 more ratios were selected
for this study besause of their importance in assessing the
financial performance of firms. Besides these, all profitability
ratios which have profits as the numerator is calculated in two
ways i.e., with 'earnings before depreciation and interest' and
also with 'earnings before depreciation but after the payment
of interest'. Thus, the popular computation with earnings
"after tax" and "before tax" are avoided in these ratios. As
most of the selected firms are sick units incurring losses for
the past five years, the question of income tax does not arise.
Hence, the term tax is removed from earnings before depreci-
ation, interest and tax i.e., instead of 'EBDIT* (Earnings before
depreciation, interest and tax) 'ESDI' (Earnings before depre-
ciation and interest) is used in this study. The ratio of
expenses to net sales is calculated with each head of expense
as the numerator. Thus the ratios used in the present study are:
I.       Short Term Solvency Ratios (Working Capital Ratios)
A)    Current ratio
B)    Current liabilities / total assets
C)    Current assets / total assets
D)    Working capital / total assets
E)    Working capital / bank credit.
II.     Turnover Ratios
A)    Stock / net sales
B)    Debtors / net sales
III.    Asset-Usage Ratios
A)    Net sales / total capital employed
B)    Fixed assets / net sales
C)    Current assets / net sales
IV.    Profitability Ratios
A)    Expenses/net sales.   This ratio is again divided into:
i)   Total expenses / net sales